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Accounting Research Association

newsletter
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS, 666 FIFTH AVE., NEW YORK, N.Y. 10019
Vol. II, No. 2

March 12, 1969

APB TAKES ACTION ON SEVERAL FRONTS: At its meeting in Chicago last week the
Accounting Principles Board approved two new Opinions and reached general
agreement on a third.

"Net Income" of Commercial Banks: The exclusion of commercial banks from the
provisions of Opinion No. 9 has been removed by an amendment to paragraph 6
of this Opinion.
The new Opinion requires banks to report a net income figure
in order to receive an independent auditor’s approval.
In effect, this means
that audited bank financial statements should include provisions for loan losses
and results of security transactions on the income statement.
The specific criteria for these provisions will be set forth in supple
mentary guidelines to Audits of Banks, issued last year by the committee on
bank accounting and auditing.
At a meeting on March 3, representatives from
the committee, the banking industry and the bank regulatory bodies reached gen
eral informal agreement.
Among other things, it is proposed that a six year
moving average by used for loan losses and that gains and losses on security
transactions be amortized over a similar period.
The Institute's committee will
consider these proposals soon.

Convertible Debt and Debt With Stock Purchase Warrants:
Another new Opinion
states that no portion of the proceeds from the issuance of convertible debt
securities should be accounted for as attributable to the conversion feature.
This is a different position from that originally taken under paragraphs 8 and 9
of Opinion No. 10, subsequently suspended, which proposed that the conversion
feature be given accounting recognition.
Since then, experience has indicated
that the debt and conversion option are inseparable and that the new require
ments better reflect both the theoretical situation and practical considerations.
The new standards are effective for fiscal periods starting after
December 31, 1966.
But, those companies that elected to make an allocation for
the conversion feature for periods beginning before December 31, 1968, may
continue to do so, for these issues.
On a related matter, the Board reaffirmed its previous position re
garding debt issued with detachable stock purchase warrants.
The proceeds, under
the new Opinion, should be allocated to the debt and to the warrants based on
their respective values at the time of issuance or shortly thereafter. The
value attributable to the warrants should be accounted for as paid-in-capital,
with the resulting discount (or reduced premium) treated as debt discount.

Earnings Per Share:
Substantial agreement was reached by the Board on the pro
posed Opinion on earnings per share (ARA Newsletter, Nov. 12,'68 and Jan. 17,'69).
(continued)

Two major points of agreement:
e.p.s. figures should appear on the
face of the income statement, thereby covered by the auditor’s opinion; deter
mination of whether a convertible security is a common stock equivalent will
be made only at time of issuance.
Still under discussion are the criteria for
establishing the common stock equivalency of these securities.

REPORTING BY DIVERSIFIED COMPANIES: A letter from LeRoy Layton, chairman of
the APB, has been sent to the SEC commenting on proposed amendments to Forms S-1,
S-7, and 10 calling for disclosure of financial information by lines of busi
ness.
While the revised proposals, announced by the Commission several weeks
ago, give effect to most of the suggestions made previously by the Institute,
one of the features is regarded as ambiguous and not capable of proper imple
mentation:

The proposed 10% test for disclosure of each product or service
(or related class) in a "single line" company, according to Mr. Layton, seems
overly detailed and of questionable value, especially in relation to the require
ments for a multi-line organization.
SEC Chairman's Testimony on Poolings:
In his first appearance on Feb. 25 before
a subcommittee of the House Committee on Interstate and Foreign Commerce, the
new SEC Chairman, Hamer H. Budge, expressed concern over the accounting problems
connected with "conglomerates," especially in relation to pooling of interests.
Read into the record at that time was a memorandum from the Commission staff,
representing their current thinking on the recording of acquisitions and sub
sequent reporting on components of the enterprise.
Basic points in the memo are:

...While Accounting Research Study No. 10, Accounting for Goodwill, recommends
an immediate write-off of "goodwill" in a purchase transaction, the SEC staff
proposes that a program of amortization be adopted in every case for the
excess of the purchase price over the amount that can be assigned to the
acquired assets.
...The pooling method should be limited to exchanges of common stock for common
stock, where both corporations are publicly-held.

...Acquisitions of closely held corporations should be accounted for as purchases.

...Consideration should be given to prohibiting conglomerate companies from
using the pooling concept.
The memorandum goes on to state that the Commission has supported
efforts of the accounting profession to solve these problems, but if "this does
not lead to prompt action, the urgency of the situation may dictate rule-making
by the Commission."

INTERPRETATION OF APB OPINION NO. 11:
Booklet written by Donald J. Bevis inter
preting provisions of Accounting for Income Taxes is at the printers.
Copies to
be mailed to ARA members within a few weeks.

